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For IMMEDIATE Release Friday, February 19, 1954
SECURITIES AND EXCHANGE COMMISSION
Washington, D. C.
February 19, 1954
Accounting Series
Release No. 77
Disposition of Rule II(e) proceedings against certifying
accountant alleged to have failed to observe appropriate
audit requirements as to financial statements of brokerdealer under Rule X-17A-5 under the Securities Exchange
Act of 1934.
The Securities and Exchange Commission today made public the following information concerning private proceedings
instituted to determine whether, pursuant to Rule II(e) of the
Commission's Rules of Practice, a certified public accountant
should be temporarily or permanently denied the privilege of
practicing before the Commission. The accountant in question
had certified financial statements of a registered brokerdealer filed pursuant to the requirements of Rule X-17A-5,
adopted under Section 17(a) of the Securities Exchange Act of
1934.
The broker-dealer in question, a partnership engaged
principally in the commodities brokerage business, had one
branch office which was managed by a junior partner. The
accountant, after consulting with the senior partners in the
broker-dealer firm, decided that it would not be necessary to
visit and audit the branch office in order properly to audit
the firm's financial statements because of their belief that
all of the assets and liabilities of the branch office were
reflected in the books of the principal office and were susceptible to verification at the latter office. The accountant
qualified the opinion expressed in the certificate, that the
financial statements fairly presented the financial position
of the broker-dealer, with the statement that its examination
of the branch office was "limited to a verification of reported assets and liabilities." The senior partners in the
broker-dealer firm ultimately discovered that the partner
operating the branch office had reported fictitious purchases
and sales of commodities and fictitious profits thereon to
the principal office, thereby resulting in an overstatement
of the broker-dealer's assets on its books and the consequent
falsity of its financial statements filed with the Commission.
The qualification in the accountant's certificate as
to the scope of the examination appeared In the financial reports filed with both the New York Stock Exchange and the
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Commission for the years 1947 through 1951, and neither the
Exchange nor the Commission's staff made any comment thereon.
The accountants sent confirmation forms to customers having
open balances according to the broker-dealer's books and although a high percentage of such confirmation forms were returned, none was received challenging the accuracy of the
stated balances. The local bank used by the branch office
confirmed certain liabilities and an account of the brokerdealer firm but such confirmation did not include information
as to an account of the junior partner in that bank which was
carried in his own name but was used in connection with the
firm's transactions.
Although it was not established that examination of the
branch office would necessarily have resulted in discovery of
the fictitious purchases and sales, it appeared that an investigation of the junior partner's bank account would have
led to such discovery. While the local bank denied that it
was under a duty to report information in its possession concerning the junior partner's account to the accountant, the
Commission recognized that the fact that the accountant did
not receive such information contributed in considerable
measure to the failure to discover the existence of the
fictitious transactions.
The Commission was of the opinion that while more
thorough auditing procedures might have resulted in the discovery of the fictitious commodity transactions, the record
in this case did not disclose a lack of the requisite
qualifications to represent others or a lack of integrity or
improper professional conduct within the meaning of Rule
II(e), and accordingly, the proceedings against the accountant
were dismissed. The Commission, in taking this action, noted
that no member of the public suffered any loss as a result
of the transactions involved.

